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ABSTRACT :

It has become fashionable to attack formal planning as
4 source of competitive ills. Many wmanagers and
authors aze. vocal in criticising companies and public
organisations for adhering to excessively rational
planning systems that are time-consuming, divorced
from reality and, worst of all, conducive to a

dangerous short-term financial orientation in
management .

Yet for all  rhig criticism,  most organisations

nd valuye a co~ordinated planning
approach. Ratker planning Systems often break down

because of faulty preparation and “implementation and

are non-committal of management. These problems can
be overcome by involving line managers in the

planning
process, defining business units correctly, outlining
action plans in detail and integrating the Strategic

plan with organisational controls.
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INTRODUCTION

Planning is a word familiar to all of you here, and I suspect that
there are many different impressions and meanings as to exactiy
what planning is. So I will not try to impose one of m
definitions on you, but I do believe that we all could agree that
planning deals with the future. By the future, I mean not oniy
future decisions, but future implications of past and present
decisions, irrespective of whether we are in Government or i
private enterprise. When we think about what is going to happen i
the future, we have to project the future consequences of present
thinking.  Something like a present value analysis in order tq
convert possible future events to a decision that must be made now

- Planning ~in itself .does not necessarily ensure success, nor doeg

lack of planning automatically mean failure, but what it does do,
is ensures that the events associated with planning are more
closely associated with predictability and probability. Many
companies and Government organisations operate without a clearly
defined plan and many of them do quite well, but it is becoming
more and more difficult to run a business without a plan, because
the cost of being wrong 1is becoming prohibitive. Planning,
therefore, increases the probability of success. As I stated, it
will not ensure success, but it will improve the odds.

Planning forces one to take a step back and Took at the forest,
instead of the trees. Most line managers are so immersed in the
day to day operations of fire-fighting, the crises of the moment
and the urgency of making this month's sales, profit, plans,
deficits, whatever the case may be, that they don't conscienti ously
and systematically take a look at the bigger picture.

Where have we been?
Where are we?
Where are we going?

Planning is the process which enables managers to control the
future by anticipating it and managing change.

It provides a reference point for managers at all levels to make
sure that their departmental plans and operations are in
synchronisation with the rest of the company. Finally, a written
plan provides a measurement and control tool, which should be
updated periodically so that it becomes a dynamic working document,
with flextbility built in to be responsive to change.

We've all heard of the sayings from the frying pan into the fire,
let sleeping dogs lie, and you can't teach an old dog new tricks




s STmilar maxims aboyt
certain people ang departments are trotted oyt t0 prevent an
alteration §p the status QO. Fear of change is understandab?e,
ut because the environment changes rapidly, and it has been doing
S0 fncreasing]y, organisations cannot afford not to change.

“THERE IS NOTHING MORE DIFFICULT TO PLAN
OR UNLIKELY TO SUCCEED WITH, OR MORE
DANGEROUS TO MANAGE THAN To TAKE THE LEAPD
IN INTRODUCING NEW METHODS BECAUSE THE
INTRODUCER HAS Ag ENEMIES ALL THOSE wHO
PROFIT FROM THE OLD METHODS, AND HAS ONLY
LUKE WARM DEFENDERS, ALL THOSE WHO WILL
PROFIT FROM THE NEW."
MACHIAVELLT
PLANNING PROCESS
I will now give a rather brief ocutline of the complete planning
process., The planning Process begins with the mission of the
ra@anisation, the overall purpose. This is 1ip the form of 3
tharter gp statement of business ang should be get by the
Xecutives of the organisati

on as it provides the broad

whgn people

direction.
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In the Department of Transport, for

statement could be
cost-effective and beneficial

Australian State by

The mission statement,
conditions withi
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Tﬂzmnr:m

- Internal. . .
products and services
Financial LesOUrees
Facilities
Manpower and management
¥nowledge

Environmental
Assessment

External
.- Economy
Markets
Competitlon
Technolegy
Political/social forces

strateglc Issues) .
Objectives and Goals
Strategies

Pricrities

Prograntes
munctional plans
Financial summary

and budgets

Mission.

instance, our mission
w¢o  develop the most innovative,
transport system of any
the turn of the century. "

tperefore, defines the Doundary

n which the organisation will do business.
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SWOT

The next phase of the planning process is the envirommental
assessment, aiso known as g4 SWOT “anailysis. Strengths,
Weaknesses, Opportinities, Threats. This assessment can be
conveniently divided into two major sections, the internal
environment © and: the external envi ronment;. An internal
analysis- would 1nelude products and services,. financial
resources, facilities, man power - and management, and
knowledge, which can more - or less - be- controlled by
management: The complete analysis of the internal
environment will yield a sumary of the organisation's
strengths, competi ti ve advantages, - weaknesses, or its
competitive handicaps. : L

> ‘elements outside of
- the  organisation's control that affect “industry, market
demand - and suppiy. Important elements i nclude markets,
competition, - technology, ang political and social forces,

These will all have a significant effect ‘ori the demand for
the orgnisation's products. _ .

The external enviromment comprises those

Any comparison of the external envi ronment with the internal
envi ronment inevitably reveals an area of teénsion or lack of
congruence, i.e. the requirements of the enyi

organisation and requi res
response from the entire organisation, especially in the
setting of objecti ves, goals and strategy, :

Objectives and Goals

Objectives “and goals describe ‘where the organisation is
~going. " In any organisation we may  find a hierarchy of

objectives and geals, ranging from the “abstract to the
concrete and specific, For instance:

increase earnings per share {objective);
increase earnings per share to $4 by 1990 {goal }.

Generally it is preferable to define objectives as the broad,
general and enduring statements of purpose which. the
organisation wishas to reach, in contrast to goals which are
more specific. For instance, a broad objective ‘within the
Department of Transport could be "to ensure that transport
systems meet community and business needs at acceptabie
cost", or "to ensure that transport enhances the State's
economic performance nati onaltly and internationally",
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Goals

The goal then represents a measurable result $o be
achieved at a specific time. An organisation's goals
lay the groundwork for the organisation's strategies.
Goals must strike a balance between what the
organisation would 1ike to do and what it is capable
of doing, given its resources and the real ities under
which it operates. To be useful in planning, goals
must be significant, they must have a real impact on
the success of the organisation’s mission.

Goals must De set high enough so that your pecple
have to work hard to achieve them., Easy goals do not
always bring out the best in an organisation.

" Goals must be specific and measurable. A successful

goal for planning might be something such as "to
achieve a 17 per cent penetration of the minicomputer
market by the end of 1989",

A1l goals must be time related. Getting 17 per cent
of the market is a fine goal, but it may not be of
much significance if it is going to take you thirty
years to do it. . _

Goals must be consistent.. Expansion into a new
market may require large investments that would make
it impossible to reach a goal of increased profits at
the same time. 1If they are not in line with your
goais or targets, then you may have to change your
plans in order to reach the reqiired goal, or
perhaps, even change the goal {o reflect the
realities of the situation. )
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Growth

Growth strategies give direction to such questions as "how
much growth?"  Where?  How will it be financed? Every
business and, for that matter, every non-business enterprise
must have a: clear. strategy for financing its operations.
There are various ways of doing this and usually many serious
limitations. " I will discuss this later.

Organi sational

This kind of strategy has to do with the type of
organisational pattern. It answers such practical questions
as how centralised or - decentralised should decision-making
authorities be, what kind of departmental patterns are most
suitable, whether to develop integrated profit response
divisions, what kind of matrix organisational structures and
so forth. . .

Personnel

Major strategies «in "the area “of human  resources and
retationships, may be of a wide variety., They'1l deal with
union - relations, - compensation, selection, recruitment,
training and appraisal, as well as strategy for such matters
as job enrichment.

Public Rel ati ons

Strategies in this area can hardly be independent, but must
support other major strategies and efforts. They must be
designed in the light of the company's type of business, its
closeness to the public, its assessibility to regulation by
Govermment agencies and other factors.

Information Technology

Strategies in this area depend on the whole thrust of the
management information system. What hardware/software do we
require? Can it be done in-house? What will the cost be to
go through a bureau, and so forth, All these are questions
which must be dealt with before an effective information
technology strategy can be developed. Information technology
is dependent on all of the other strategies as it will be
}':nstrunenta} in developing data bases, forecasts . and so
orth.

One of the most important requirements of effective strategic
planning is to make sure that strategies are consistent, that
they fit each other, o :




FTELIOMENT

It is also important to recognise that because every strategy
must operate in the future, and because the future is always
subject . to uncertainty, the need for contingency strategies
cannot be overlooked. Contingent strategy should be based on
a different set of premises, "~ These:"what if" kinds of
strategies cah be put into effect wickly to avoid much of
the ¢risis management that is seen so-often, :

A strategic planning system cannot achi eve 1ts full potential
until it is integrated with other control systems, such as
budgets, information systems and hwnan'r'es'o_urce systems.

THE LIMITS OF PLANNING

It would be naive of me to state that planning i5 the panacea for
all business organisations. It's not, as therae are 3 number of
limits to planning. The first and most obvious timitation is
inherent in the forecasting process. There is Tittie to be gained
from establishing an extemsive framework of premises, plans and
policies, based on forecasts that have Titile Tikelihood of coming
true or staying true for any extended period of time. ™ Conti ngency
planning may overcome a ‘number of these problems, .. Simitarly,
change may be so rapid that even correct forecasts’'dd not Stay true
Tong encugh to give the plans based on them a chance to operate at
more than marginal Tevels of affectiveness. - - _ RN

Planning is further limited in its effecti veness by the degree of
impl ementation. For planning to be of real value; planning and
implementation must operate in close paraliel, "hand in glove".
However, it may not be possible to mobilise * time, " financial
resources and human resources in the ri ght combination to plan with
maximun effectiveness. ' : ’ o

4.1 Pitfalls to avoid .
There are a number of reasons why pl anning systems may be
ineffective. The ten most common pitfalls are: :

1 Top management assumes that it can delegate plaini ng to a
] “planning specialist and thus does not need ‘tobe directly
involved. N : S

+-2.- Top Management becomes so engrossed in current” operating

~ problems that it devotes insufficient ti me -to “planning.
As a result it becomes di scredited at T ower Tevels.

3. There is a failure to devel op and specify organisational

goals that are suitable as a basis for Fformul ating long
‘range plans, - - : T

4. There is a failure to create a positive value towards
ptanning and thus a congenial c¢limate for it.

271
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5. Top management fails to review with departmental ang
division heads the Tong range plans they have developed.

6. There is a failure to assure needed involvement of major
line management in the planning process.

7. An assumption . develops that . corpéf;afe-' comprehensi ve
planning 1s somehow separate and distinct from all other
aspects of the management process. .

8. Top management and ma,}‘or"ﬂh‘ne managers really do not
' understand the nature of long range planning and what it
can accomplish.

9. The corporate planning specialist does not report at a
high enough tevel in the management hierarchy.

10. Plans are not actuaﬂy used as standards in measuring and
_evaluating managerial performance.

In sumnary it does not receive management commitment.

'FINANCIAL PLANNING

Given the broad explanation. of corporate planning, what then is
financial planning. Financial planning is concerned with seeking
improvement in the business within the financial objective. This
has three aspects: .

1. Long term - demand ava1'|ab111t_y of cap1ta1 gover'rment policy

and controls, etc.

2, Short term - current geari ng, str‘uctuhe, r-étﬁr-'n on investment,
share yields, labour, material availability, etc.

3. Seasonal - recurring trends, sales in rural areas, etc

Financial planning is an elament of corporate planning. Generally,
many organisations pursue financial objectives onty and their
financial planning is therefore their entire corporate plan. This
is probably the most important area of confusion. The corporate
plan must be concerned with non-financial as well as financiai

.ohjectives and is thus broader in outlook than the financial plan.

Indeed, in many organisations the main pur'pose of planning is the
ach1evement of a f1nanc1 al outcome.



5.

1

FIGLIOMEN]T

FINANCTAL PLANNING
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Trade-offs in Financial Planning

Setting financial ohjectives, or ohjectives generally, is not
a simple matter of determining one's wishes and announcing
them because numerous factors must be taken into
consideration. An increase in market share may require an
expansion of plant and equipment. Every organisation of
course has other uses for capital, so this expansion would
have to be made at the expense of something else. An
increase in research and development to get a new product on
the market may reduce current profits, but enhance long range
profits, so there may be a reduction of dividends today with
a likelihood of higher dividends in the future and so on.
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These illustrations make it clear that it is more than Tikely
that most important financial objectives set by an
organisation will necessitate trade-off anatysis in which top
management and lower level management will be 1 nvol ved,
Objectives are finally set after trying different

combinations and permutations of objectives, strategies and
tactical plans.

Forecasting

In a financial planning sense forecasti ng means the
prediction of future financial results in a form suitable for
decision-making, This will generally include forecasting
profit and loss, cash flows, products, balance sheets, plus a
number of financial and operationai performance measures,

Given a number of possible scenarios, the purpose of
forecasting is clear, It is to unravel some of the
compl exi ty that surrounds each business decision so that data
available becomes pertinent information to the situation
being studied. - Forecasting then can be described as an
attempt to create a bridge that links data, The importance
of forecasting does not necessarily Tie in its statistical
accuracy, but in its contribution to the managerial decision
and 1earning process.

THE NINE DOT PROBLEM




In preparation of financial plans
himself the fol1oying questions:

1,

FIELIOMENT

any planner must ask

Does the organiéation requtarly collect . and analyse
information about population, price Tevel, labour and

other important trends affecting the generai future of
the business.

If it does, are such analyses reported'to-management in a
manner that permits utilisation in the planning process..

Does the organisation regularly collect and analyse
significant information about competitors, ;

Is this informatfon_ effectively used

in the planning
process,

How good is the internal data for planning purposes...

Does the organisation know what products and in' what
gedgraphic areas profits are being made.

Does the organisation know how costs behave in ﬁekponse
to volume changes.

Are  the factors that condition success in the

organisation explicitly stated and widely communicated
within the management group.

.- Has tﬁe cdmpany's organisational stfudturei'remaiﬁed

unchanged say, over the last fifteen to twenty years.
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A SOLUTION TO THE NINE DOT PROBLEM

Within the Department of Transport we have developed a number

- of financial models which are used in the evaluation of
capital expenditure proposals and to test a number of
sensitivities such as inflation, «cost of capital,
depreciation, wages, cost of energqy, effect on profit and
Yoss, capital efficiency and so forth.

The thrust of the Government in Western Australia is that
trading organisations such as port authorities will be
required to earn a certain return on investment, and as a
consequence make a dividend payment to the Government.




5.3

FIGLIOMEN]

Again, financial models utilised by the Department of
Transport allow this exercise to pe undertaken with ease and
flexibility. Determination of ;a8 rate.. of.. return on
investment has only recertly been accepted . in- Western
Australia but.has not yet been impl emented dye to a number of
complexities which require consideration, e

Interactive Planning

It is important to recognise that a financial plan is the
culmination of the marketing plan, the production and
manufacturing plan, selTing and adm‘inistr'ative.:: expenses,
research and development plan, and the capital. works plan,

In. a marketing plan which forms the basis. of financial
planning, items which would be consi dered: woul d be forecasts,
analysis of past performance such as iong__-.ter_m trends,
cyclical, seasonal and random, need for our products, product
analysis, use -of business indices, market analysis, field
estimates such as sales management and salesmen. - .

In a production and manufacturing plan, items which would be
considered would be production volume, what, when, how much,
Current capacity, 1abour requirements, matersial ‘requirements
and purchase of raw materials, S SR

Selling and administrative costs would include advertising,
sales. promotion, direct selling, sales administration, fixed

costs, warehousing and. shipping, transport,. financial and _
ather clerical costs. :

Research and development would inci ude considerations for
development of new products, what percentage of sales will be
spent on: research and development, and so forth,

Capital expenditure - this would require current .capacity and
forecast requirements to determine what capital expendi ture
would be required, when and where.  This would then have
other financial implications such as method of financi ng
expansion. Would it be through internal funds. Borrowi ngs,

leasing and so forth, What will the return on the project
be? . - L

. 1t readil ¥ becomes apparent that devéloment" of the fi nancial
-p!an is. not a. single exercise which can be undertaken by a

single person, such as the financial controller, but requires
input from all sections of the organisation because, 'as I.
have stated eartier, it transcends ali organisationail

boundaries and input must be obtained from all tevels within
the organisation.
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Capital Expenditure

In deciding on capital expenditure within the Department of
Transport, all organisations have to Justify capital
expenditure 1in either financial or. socio-economic terms,
using discounted cash flow techniques, such as net present
value methods upon which sensiti vity testing is also
undertaken. Capital efficiency 1is also an important
consideration and decisions are often based on a number of

these parameters.

When evaluating capital expenditure,. a number of decisions
have to be made, such as replacement decisions, expansion
decisions, new plant, cost reductions, decide at what Tevel a
project is acceptable and deci sion between altermative
methods of finance. What dfscounting rate do we use? Is it
the cost  of borrowing funds, interest rate forgone, will we
use a marginal cost of funds or a weighted average cost of
funds? The real ‘cost of the choice is the loss of the
benefits < that would have accrued from the next best
alternative. Capital evaluations should be undertaken for a

number of reasons.

1.: The outlay of  funds  for capital expendi ture is often
large. Once a decision has been made it is difficult to
reverse it without a large 1oss.

2. The future  prosperity of . the organisation depends on
. these capital expenditure decisions.

3, The decisions often have a wide impact on the
: organis_at_ion, its employees, managers and competitors.

4. Until the important strategic decisions are made, the
operating decisions such as pricing and cost recovery
cannot be made. 7 :

5. There is usually more risk and ‘uncertainty with capital
expenditure decisions than other . types of business
decisions: R : -

6. Special techniques are required, since the data is not
normally found in many of the management information
records. - I't is the cash flows which are important, not

the - profits or Tlosses “gerived from conventional

accounting principles. o
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It is important to appreciate that any capital expenditure
proposal which involves expansion, or meeting market demand,
is based on the marketing or sales plan, It is therefore
impertant that forecasts are a5 accurate as possible, with a
number of sensitivities bei ng undertaken. This anal ysis is
undertaken with great detail within the transport portfolio,

and a number of models have been developed to assist in this
regard. o .

TRANSLATING STRATEGIC PLANS INTO CURRENT DECISIUKS.__-. o

No organisation has ever made a cent of

profi t.:'byf :m'a_ki ng plans.

Profit flows from the implementation of plans. " Budgets are the
first step in transtating plans into decisions. .. They are the
primary technique used in the financial pianni ng process and are

the culmination of all other planning activities,.
strategic plans into current actions such as pricin

..They translate
g.policy, cost

of production and so on. Budgets provide a basis for controlling
performance to see that it is in conformance with plans.

6.1

Budgets Defined

ImpTicit  in budgets are three overlapping  functions:
pianning, co-ordinati ng and contrel. Some budgets may cover
an entire year, whereas others may be made for three months,
one month, or weekly periods. Generaﬂyﬁ'budgets improve
planning by forcing managers to direct attention to the
formulation of financial goals and the way in which they are
to be implemented. Once the ends are quantified, budgets
necessitate the specification of the means -to achieve them,

The first year of a medium range plan should establish a
solid base for the development of current budgets, but
generally does not provide all that is needed for annual
budgeting, as annual budgeting invoives much more detail than
is developed in the medium or long range planning process,

Budgets are a means to help managers co-ordinate operati ons,
such as production, raw materia)l pur chases, . direct labour
reqiirements are co-ordinated with anticipated sales,
advertising, cash flows and so on. Finally, budgets
facilitate managerial control over performance. Budgets
themselves do not control anything. They do, however, set
standards for performance against which actions can be
Measured. The essence of budgeting is to put a dollar sign
on an activity and freeze it, However, as environmental
conditions change, budgets should also change, they must be
flexible to reflect changing circumstances. Probably the

most appropriate of flexible budgeting is to use a variable
expense budget.
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This ensures that proper co-ordination of activities ang
costs take place in accordance with the provision of serviceg
and activities. Time does not permit me to go into the
details on fixed, semi-variable, and wvariable, nor ¢4
elaborate on zero base budgeting, incremental budgeting, or
programme budgeting.

PLANNING CONTROL

It is important that once the financial plan has been final ised, it
is not put on the shelf and just brought ocut occasionally for
review and assessment. '

7.1

Performance Analysis

One method of financial control is by performance analysis,
Performance analysis must be an ongoing process, and must
include both operational and financial analysis, together
with appropriate balance sheet ratios.

ratios can
"what if"

Only through the analysis of these various
management satisfactorily develop and implement
strategies.

To facilitate the control  and implementation process,
questions shouid be asked such as the nature of the task to
be carried ‘out, the relevant goal or oaobjective, who is
responsible for carrying it out, the steps to be taken, who
is responsible for each step, the timing of each step, the
money allocated to each step (if any), the critical
assumptions on which the schedule is based, the expected
performance and when it is expected, the assumptions on which
this expectation is based.

Explanations of, and comments on, significant deviations of
actual from planned performance should be critically analysed
and corrective action taken. Information on the corrective
action taken should then be communicated to all relevant
personnel. ’
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FINANCE PLANNING

CONCLUSION

The planning process requires the identification of the mission or
purpose of the organisation. When this task is done it becomes
possible to develiop long range objectives and to plan specific
strategies to achieve objectives and purposes. The assessment of
past performance and current and future environmental factors, both
internal and external, is an important step in the planning
process. The range of data that might be collected in this area is

very wide, and organisations must choose what is to be studied and
how deepiy each factor is to be analysed.

From this information an identification of strengths, weaknesses,

opportunities and threats can be formul ated and considered in the
overall planning process.
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Objectives should be suitable, measurable over time, feasible,
acceptable, flexible, motivati ng and understandable. They should
also  receive managerial commitment, be based on people
participating in setting them, be limited in number and bhe
integrated or linked. Theoreti cally, objectives should be set for
every element in an enterprise of importance to management,
Actually, this can be unwieldy and many organisations generally
Timit long range objectives to sales, profits, return on
investment, margin and market share.

One of the prime reasons for continuous dial ogue is that objective
setting is done only after consideration of many combinations of
elements #n an organisation. There are trade-offs among such
factors as investment, market share, employment and product price,
which are settled when objectives are set.

It 1is alsc necessary to ensure that actual results are in
accordance with stated plans. It is therefore important tg

maintain control and analysis of the financial and operating
resul ts. ' '

Corporate objectives and constraints are combined into performance
criteria which enable measurement of whether the objective is being
achieved, The final step in corporate planning is the development
of decision rules which. translate the performance criteria into
unequivocal measurable standards, whose application will result in
the achievement of the corporate objective.
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